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Coal Transportation Trends and Outlook

Transportation of coal is a notably stable market railroads. The nation’s demand for coal, now
almost entirely for power generation, has long been highly correlated with GDP, and for the last
two decades GDP and electricity generation rates have matched very closely. At the same time,
coal has fueled approximately half of US power generation since 1950. As a low-value and
time-insensitive bulk commodity, rail has always played a major role in its transportation.
Indeed, movement of coal currently represents about 44% of all Class I rail tonnage, and 22% of
their revenue, fairly equally divided among the four major railroads.

The major change occurring in coal production and transportation is the shift from mines in the
eastern and central portions of the company to the rich resources in the west. This trend is due to
environmental concerns and the characteristic of western coal that it is generally much lower in
sulfur than other sources. Rail carries more than 60% of coal tonnage, and more than 90% on a
ton-mile basis.

The US Department of Energy’s 25-year energy outlook forecasts a continuing steady trend
toward dependence on western coal throughout the period as total production increases by
approximately one-third—a rate of about 2% annually. Use of coal for power generation is seen
as dropping only slightly, from 54% in 2001 down to 48% in 2025.

Virtually all of the increased production will come from western coalfields, with eastern and
central mines maintaining constant output. Since there is no real competitor for rail transport of
western coal, tonnage more rapid increase in step with coal production; the longer length of haul
will generate a substantially greater increase in ton-miles and revenues. However, the potential
impact on railroad financial health is likely to be modest, since transportation represents a large
fraction of the delivered price of coal. Railroads compete with one another for this business, and
the utilities are already concerned about the fairness of rail rates. This constraint is already
apparent. As the share of coal produced by western mines grew during the 1990’s, tonnage
increased by approximately 50%, but revenue declined by 10%.

Grain Transportation Trends and Outlook

Grain transportation (primarily corn, wheat, and soybeans) accounts for approximately 8% of rail
tonnage and revenues. Demand is volatile on both short and long time scales. Domestic use of
grain is rising relatively slowly. Global markets are expanding, but so is competition from other
countries, particularly Brazil and Argentina. Production is geographically dispersed to a degree
that impedes collection into the large quantities needed for efficient rail transportation,
particularly after two decades of track abandonment and sale to local railroads. In addition,
trends in grain markets, including a shift to off-farm feedlots and location of processing facilities,
have increased the demand for shorter-distance and smaller-quantity transport, more suited to
trucks.

The cumulative effect of these trends has been a substantial shift from rail to truck transport for
grain traffic, with rail now down to about 30%. Department of Agriculture forecasts suggest
only a slow growth in the overall market, with few changes likely to affect the trend away from
rail. The market segment mostly likely to favor rail is exports to Mexico. These have been

CoalGrainPaperVersion2.doc 41 5/27/03



Version 2 DRAFT

growing rapidly, primarily transported by barge to Gulf Coast ports for trans-shipment.
However, as the Mexican rail system becomes increasingly able to provide acceptable service,
rail transportation could become attractive. This is a significant market: Mexico already
receives more than 10% of US grain exports, and the trend is strongly upward. However, the

overall outlook for rail transport of grain does not suggest growth in either tonnage or revenue.

Even with growth, revenue is under strong pressure from shippers who feel that rates are too
high, and who are actively seeking regulatory relief.
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